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PREFACE 

There  has  been  a  widespread  increase  in  recent  years  in  broiler  production 
imder  a  system  of  credit  and  contracts  between  producers  and  marketing 
agencies,  such  as  feed  dealers,  hatcheries,  and  processors.  Integration  of 
broiler  production  and  marketing  has  resulted  from  these  contractual  arrange- 
ments, and  has  given  rise  to  many  questions  about  the  relative  advantages  and 
disadvantages  of  the  arrangements  for  broiler  growers  and  marketing  firms. 
Opinion  within  the  industry  on  these  questions  is  sharply  divided,  and 
information  bearing  upon  them  continues  to  be  sought. 

As  a  result,  many  studies  of  broiler  financing  and  production  contracts 
have  been  made  in  various  parts  of  the  Iftiited  States  in  recent  years.  Because 
these  studies  have  been  published  individually  by  many  different  research 
agencies,  there  is  a  need  to  bring  together,  in  summary  form,  the  information 
which  they  present.  This  publication  is  an  attempt  to  meet  this  need.  It  is 
limited  to  a  review  of  selected  publications  released  since  1951. 

The  terms  "financing"  and  "credit,"  as  used  in  this  report,  have  a 
broader  meaning  than  is  generally  accepted  by  those  in  the  field  of  credit 
and  finance.  However,  since  most  of  the  publications  reviewed  used  these 
terms  in  reference  to  the  various  grower-dealer  contractual  arrangements,  it 
ia  felt  that  similar  use  of  these  terms  here  is  ;)4istified. 

Conclusions  expressed  in  this  report  are  based  on  conclusiCTis  stated  in 
the  publications  cited  and  do  not  necessarily  reflect  any  policies  or  views 
of  the  U,  S,  Department  of  Agriculture, 
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^  A  SUMMARY  OF  SELECTED  REGENT  STUDIES  ON 
BROILER  FINANCING  AND  CONTRACTING  x, 

Ely-  Robert  I.'^eckler 
Market  Organization  and  Costs  Branch,  Marketing  Research  Division 

General  Background 

The  growth  in  financing  of  broiler  producers  by  marketing  agencies  since 
World  War  II  and  the  rapid  expansion  of  the  industry  went  hand  in  hand.  Credit 
from  feed  dealers,  hatcheries,  and  other  agencies  is  an  integral  part  of 
broiler  production,  and  it  has  provided  one  of  the  means  by  which  the  industry 
has  mushroomed. 

The  accelerated  growth  of  the  industry  was  due  in  large  part  (l6:ii,  18:8, 
2i*:7)  ±/  to  the  following  factors: 

(a)  Decline  in  supplies  of  poultry  meat  as  a  byproduct  of 
laying  flocks. 

(b)  Improved  demand  for  poultry  meat  resulting  partly  from 
rationing  of  red  meats  during  World  War  II. 

(c)  The  short  production  time  required,  enabling  quick  returns 
on  investments. 

(d)  Improved  technology  and  reduced  costs. 

(e)  Advances  in  methods  of  maz^eting  and  merchandising. 

(f)  Availability  of  underemployed  resources,  primarily  labor 
in  certain  areas  (7s35). 

(g)  Availability  of  short-term  credit  from  trade  and 
supplier  sources. 

(h)  Rise  in  per-capita  income. 


1/  Ntimbers  in  parentheses  correspond  to  literature  cited.  The  first 
figure  refers  to  the  publication  in  order  of  its  listing  in  the  bibliography 
at  the  end  of  this  report  and  the  second  denotes  the  page  of  the  publication 
cited. 
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Because  of  the  improved  demand  for  broilers,  many  farmers  began  or 
expanded  broiler  production.  The  cost  of  this  expansion  and  the  willingness 
of  feed  dealers  and  others  to  extend  credit  were  mutual  causes  of  the  swift 
rise  in  grower  financing. 

Some  of  the  characteristics  of  broiler  production  favoring  use  of  large 
amounts  of  short-term  credit  are  (8:950,  18:9,  21*;11): 

(a)  High  proportion  of  cash  costs.  Feed  alone  accounts 
for  about  65  percent  of  total  production  cost.  Chicks 
represent  another  20  percent. 

(b)  Periodic  flow  of  income  arising  from  reliance  upon  the 
batch  or  "all  in,  all  out"  system  which  produces  k   or 
5  flocks  annually. 

(c)  Unwillingness  of  many  farmers  to  assume  the  risks  of 
self -financing  arising  from  disease  losses  and  maricet 
fluctuations,  which  make  operation  on  an  individual- 
brood  basis  a  hazardous  venture. 

(d)  Possibility  of  quick  returns  with  available  labor  and 
buildings,  coupled  with  lack  of  capital.  These  factors 
caused  many  farmers  to  accept  financing  through  feed 

,   dealers.  The  dealers,  in  turn,  to  maintain  their  own 
positions  in  the  feed  business,  offered  attractive 
"package  deals,"  consisting  of  management  assistance 
and  liberal  credit  terms. 


/ 


Sources  of  Grower  Credit 


Generally  speaking,  feed  manufacturers  and  their  dealers  are  the  maim 
sources  of  credit  to  broiler  producers  (9:l8).  Since  feed  represents  the 
largest  single  cost  of  broiler  production,  over  90  percent  of  the  broiler 
growers  obtain  some  degree  of  financing  through  feed  dealers.  Broiler 
processors  and  hatcheries  also  engage  in  limited  financing,  usually  as  a 
joint  venture  with  feed  dealers  (10:20,  l8:ll,  2li:13). 

Banks  and  production  credit  associations  do  relatively  little  direct 
financing  of  broiler  growers,  because  of  the  inability  of  many  growers  to 
meet  the  credit  requirements  of  these  institutions  (8:951,  l8:12).  However, 
commercial  banks  play  a  significant  role  in  financing  broiler  production  1^ 
furnishing  credit  to  other  financing  agencies  such  as  feed  dealers,  hatcheries, 
and  processors,  most  of  whom  have  sufficient  net  worth  to  obtain  90-  or 
180-day  operating  loans  (18:12). 

The  Farmers  Home  Administration  has  not  made  loans  to  producers  for  the 
variable  costs  of  broiler  production.  It  has,  however,  made  loans  for 
building  and  equipping  broiler  houses  (9:l8,  18:13), 
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'  Financing  Plans  Available  to  Growers 

Flans  for  financing  broiler  production  (7s23)  vary  throughout  the 
United  States,  Utah,  Washington,  Oregon,  and  California  favor  the  "open 
account  plan"  (16:19,  18:15,  2U:25).  In  this  plan,  the  creditor  furnishes 
the  money  (bank  credit)  or  materials,  supplies,  and  services  required  during 
the  time  of  raising  the  broilers.  Careful  records  are  kept  and  a  charge  is 
made  for  interest  (usually  about  6  percent).  Many  dealers  prefer  this  plan 
because  (l)  it  is  easy  to  administer,  (2)  it  transfers  the  least  risk  to  the 
creditor,  (3)  it  permits  the  producer  the  greatest  freedom  of  action,  (U)  it 
gives  producers  title  to  the  birds,  and  (5)  it  places  little  management 
responsibility  on  the  creditor. 

In  Georgia,  the  largest  broiler-producing  State,  57  percent  of  the  large 
dealers  preferred  the  "flat  fee  plan"  in  1951i  (18:17,  10:23,  6:952,  25:3, 
2U:27,  2ii:33,  l6:19,  12:19).  ^     In  this  plan  the  dealer  usually  furnishes 
chicks,  feed,  medicine,  and  other  supplies.  The  grower  furnishes  labor 
equipment,  houses,  fuel,  and  litter.  Ihlike  the  open  account  plan,  title  to 
the  birds  remains  with  the  dealer,  who  also  has  a  strong  voice  in  management 
decisions  and  in  selling  the  broilers.  The  grower  is  paid  a  flat  fee  per 
bird  or  per  pound  of  broiler  sold.  The  dealer  absorbs  any  losses,  and 
either  retains  all  profits  after  paying  the  flat  fee  or  divides  them  with 
the  grower.  Dealers  usually  have  little  difficulty  in  finding  growers  who 
will  operate  under  the  flat  fee  plan.  Intensive  supervision  of  growers  using 
this  plan  tends  to  minimize  the  likelihood  of  higher  production  costs 
arising  from  lack  of  incentives  for  efficiency.  Some  flat  fee  plans,  however, 
do  include  provisions  for  such  incentives. 

The  predominant  method  of  financing  in  Virginia  is  the  "share  plan" 
(18:16,  8:952,  U:12,  2U:28),  As  in  the  flat  fee  plan,  the  dealer  furnishes 
chicks,  feed,  medicine,  and  sometimes  fuel  and  litter.  The  grower  furnishes 
labor,  houses,  and  equipment.  Title  to  the  birds  remains  with  the  dealer, 
who  has  some  voice  in  management  decisions  and  usually  arranges  for  the  sale 
of  the  flock.  After  the  broilers  are  sold,  the  dealer  deducts  for  items 
supplied  by  him  and  retains  a  percentage  of  the  profits.  He  is  usually  re- 
sponsible for  all  losses,  although  they  are  sometimes  shared.  Profit  shares 
range  from  50-50  to  90-10  (90  percent  for  the  grower,  10  percent  for  the 
dealer)  (21;:  29),  The  most  common  division  is  75-25. 

The  "feed  conversion  plan"  is  more  popular  in  Georgia  than  in  any  other 
State  and  is  replacing  the  flat  fee  and  share  plans  in  many  commercial 
broiler  areas  (10:23,  2U:29),  The  dealer  retains  title  to  the  broilers  and 
furnishes  chicks,  feed,  and  sometimes  medicine,  fuel,  and  litter,  as  in  the 
share  and  flat  fee  plans,  with  the  grower  furnishing  the  labor  and  equipment. 


2/  About  50  percent  of  the  small  dealers  preferred  the  open  account 
plan. 
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The  dealer  has  a  strong  voice  in  management  practices,  and  the  grower  promises 
to  care  for  the  broilers  until  they  are  marketable.  The  dealer  markets  the 
broilers  and  pays  the  grower  according  to  a  rate  schedule  based  upon  feed 
conversion,  as  contrasted  with  other  plans  based  on  a  flat  fee  or  market 
price.  This  plan  provides  a  strong  incentive  for  the  grower  to  produce  effi- 
ciently, for  if  his  feed  conversion  ratio  is  high  he  will  receive  very  little 
for  his  labor  and  capital  investment,  and  vice  versa,  2^  In  the  event  that 
prices  are  so  low  that  out-of-pocket  costs  are  not  covered,  the  dealer  sustains 
the  loss. 

The  "salary  or  labor  contract  plan"  insures  a  fixed  return  to  the 
grower  based  upon  the  number  of  broilers  started.  The  dealer  supplies  the 
usual  items  and  retains  title  to  the  broilers.  He  absorbs  all  losses  and 
retains  all  returns  over  costs.  The  dealer  suffers  during  low  price  periods. 
Few  growers  now  (1957)  use  this  plan  (1^:10,  2U:3l). 

Mississippi  and  South  Carolina  growers  favored  the  open  account  plan  in 
a  1951-52  study  (2i403).  Sixty-two  growers  in  a  survey  of  100  South  Carolina 
producers  in  195i4  were  using  the  open  accoimt  plan  (16:20).  A  stu(fy  of  173 
growers  in  Mississippi  in  1951-52  showed  11^6  to  be  using  the  open  account 
plan,  but  there  were  only  16  users  of  the  flat  fee  plan  (7^2$,  15:81). 

Texas  and  Washington  growers  relied  mainly  on  chattel  mortgages  and  con- 
ditional sales  contracts  as  a  basis  for  credit  in  1955  (11:2),  Feed  sup- 
pliers in  Texas  have  taken  over  many  of  the  management  decisions  and  have 
assumed  much  of  the  risk.  The  number  of  cash  customers  in  this  State  is 
decreasing,  because  the  benefits  of  better  servicing  and  marketing  agreements, 
available  to  the  growers  using  credit,  more  than  offset  the  discounts  for 
paying  cash  (1:2), 

New  England  producers  prefer  flat  fee  arrangements  (9:18,  12:38),  In 
this  area,  however,  the  processor,  rather  than  the  feed  dealer,  is  the  major 
source  of  grower  credit.  In  an  attempt  to  obtain  a  regular  and  abundant 
supply  of  broilers.  New  Ekigland  processors  are  offering  plans  to  growers  as 
far  as  90  and  100  miles  from  the  processing  plant  (19 :U). 

An  Aiicansas  study  revealed  that  many  producers  in  that  State  also  were 
using  the  flat  fee  plan  (5:11*).  A  recent  study  shows  that  the  share  plan  is 
still  dominant  in  the  Delmarva  area,  with  8U  percent  of  the  Maryland  dealers 
using  the  75-25  share  plan  (22), 


j/  A  feed  conversion  ratio  is  the  ratio  of  pounds  of  feed  fed  to  the 
pounds  of  live  birds  produced  or  marketed.  Thus  a  ratio  of  3:1  means  that 
three  pounds  of  feed  are  usec^  on  the  average,  to  produce  a  poiuid  of  broiler. 
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Terms  and  Conditions  for  Grower  Financing 

There  was  relatively  little  variation  in  the  conditions  for  obtaining 
financing  throughout  the  Western  broiler  industry  in  1955.  The  first  con- 
dition was  almost  invariably  a  conditional  sales  contract  or  a  chattel  mort- 
gage. The  former  gave  the  creditor  ownership  of  the  birds  being  grown  while 
the  latter  gave  him  first  claim  to  the  value  of  the  flock  when  sold.  To 
protect  further  the  creditor's  interest,  most  broiler  producers  were  required 
to  accept  field  supervision  by  the  creditor.  This  field  assistance  furnished 
by  feed  dealers  was  costly  but  of  great  benefit  to  both  the  creditor  and 
grower  ( 18:17). 

Many  financing  agencies  required  that  the  producer  have  his  flock  booked 
with  some  processor  or  that  the  financing  agency  could  determine  when  and  to 
whom  the  birds  would  be  sold  (l8:l8,  Ih'Sh) , 

Most  credit  agencies  have  some  net  worth  requirements  for  growers,  the 
exact  form  and  amount  of  which  vary  considerably.  The  producer  usually  is 
required  to  own  his  fixed  capital  or  show  ability  to  maintain  rental  pay- 
ments for  the  ten-week  production  period.  He  also  must  show  suffi<?ient 
liquidity  to  meet  family  living  expenses  for  that  space  of  time  (I8:l8). 

Although  most  agencies  required  grower  experience,  they  did  have  pro- 
visions for  new  growers  (l8:l8,  UslS,  2U:23). 

The  feed  conversion  ratios  achieved  by  a  producer  on  recent  flocks  is  an 
important  factor  in  obtaining  credit.  The  higher  the  ratio,  the  lower  the 
grower's  efficiency  and  the  smaller  his  chances  of  obtaining  credit  (l8;15). 

Charges  for  Grower  Credit 

Feed  dealers  have  not  been  averse  to  increasing  their  margins  to  take 
care  of  interest,  risk,  and  uncertainties.  However,  farmers  receive  various 
services  for  these  charges  (8:951).  They  include  technical  advice  on  feeding, 
disease,  and  on  general  poultry  flock  management.  Feed  dealers  pass  on  informa- 
tion concerning  feeding  and  disease  control  which  they  receive  from  the  major 
feed  manufacturers,  colleges,  the  U.  S.  Department  of  Agriculture,  and  other 
sources  (U:25). 

Financing  is  extended  to  producers  primarily  for  the  promotion  of  the 
creditor's  product.  Since  credit  is  a  minor  cost  item  compared  with  the 
cost  of  supplies  sold  with  it,  difficulties  arise  in  determining  its  exact 
price  (7:39).  In  the  Western  broiler  production  study,  charges  for  interest 
were  added  to  charges  for  other  supplies  such  as  feed  and  chicks,  or  were 
recovered  in  the  share  of  net  returns  retained  by  the  dealer  (l8:21). 

Three  methods  of  charging  for  credit  were  found  in  the  study  mentioned 
with  some  creditors  using  all  three  (l8:21)s 
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(1)  A  quoted  interest  rate  or  service  charge  specifically 
for  credit, 

(2)  A  quoted  additional  charge  for  chicks  furnished  on  credit, 

(3)  A  discount  for  cash  payment  for  feed. 

Most  creditors  in  the  Western  area  used  a  6-percent  interest  charge, 
but  the  manner  in  which  it  was  applied  influenced  strongly  the  price  paid  by 
the  grower.  Another  method  of  charging  for  credit  was  to  add  $1  per  ton  to 
the  price  of  feed  delivered.  This  often  came  to  slightly  more  than  6  percent 
interest  (l8:23).  When  credit  for  chicks  was  desired,  a  charge  of  one-half 
cent  per  chick  usually  was  made,  equivalent  to  about  13  percent  on  an  annual 
basis. 

A  third  form  of  charging  for  credit  was  a  discount  for  cash  payment, 
usually  1  percent  if  the  bill  was  paid  within  10  days.  This  may  be  termed  a 
charge  for  credit,  in  addition  to  the  other  types  of  charges,  since  this  cost 
is  not  incurred  by  producers  paying  cash  for  feed. 

Grower  Risks 
Broiler  growers  are  faced  with  risks  from  3  principal  sources: 

(1)  Price  declines  below  out-of -pocked  production  costs. 
Wide  and  rapid  fluctuations  in  broiler  production  have 
adverse  effects  on  market  price  stability. 

(2)  Disease  and  mortality.  This  can  result  in  higher 
production  costs,  slower  growth,  lower  quality  of 
broilers,  and  higher  feed  conversion  ratios. 

(3)  Diffculty  in  finding  a  suitable  market.  Poor  timing 
on  the  part  of  broiler  producers  can  cause  the  market 
to  become  glutted  (l8:29). 

Generally  speaking,  these  risks  are  borne  by  the  grower  under  the  cash 
payment  and  open  account  plans j  by  the  contractor  and  grower  under  the  share 
plan;  and  by  the  contractor  alone  under  the  flat  fee  plan  (l3:30). 

Sources  of  Dealer  Credit 

Capital  requirements  of  dealers  for  financing  broiler  production  are 
large  (i;: 21-22,  2U:li7-51).  In  the  Southern  States,  deal3rs  advance  between 
$550  and  $750  per  thousand  broilers  marketed  (2:6,  7:20,  2ii:ii8).  Most  dealers 
in  this  area  depend  heavily  on  trade  credit  from  feed  manufacturers  as  a 
means  of  obtaining  supplies,  mainly  feed  or  feed  ingredients.  About  66  per- 
cent of  the  dealers  in  Mississippi,  South  Carolina,  and  Virginia  use  trade 
credit  extensively  for  obtaining  feed  (trade  credit  meaning  credit  extended 
by  sellers  beyond  the  usual  30-day  limit) ,  Dealers  using  trade  credit  are 
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generally  required  to  pay  in  90  days  (7:22).  Interest  rates  for  this  area 
range  from  0  to  6  percent.  In  1953,  about  half  of  the  dealers  in  South 
Carolina  and  Mississippi  paid  no  interest  if  payments  -were  made  within  the 
specified  time  limit,  while  the  remainder  paid  U  to  6  percent  interest.  Most 
dealers  in  the  Southern  area  obtained  credit  from  feed  manufacturers  on  the 
basis  of  their  financial  statements  (2:9,  7:22,  2U:U9). 

About  UO  percent  of  the  dealers  in  Mississippi  and  South  Carolina  and 
over  60  percent  of  those  in  Virginia  borrowed  cash  to  finance  some  part  of 
their  broiler  feed  business  in  1953.  They  relied  principally  on  commercial 
banks  for  these  loans  and  usually  paid  5  to  6  pei^ent  interest  on  90-day 
loans.  Mortgages  on  property  were  the  primary  form  of  security  requested 
by  the  banks,  but  some  required  only  a  good  financial  statement  (23:2U, 
2U:51). 

The  main  sources  of  dealer  credit  in  Georgia  are  feed  mills  and  local 
banks.  Some  financing  is  done  out  of  the  dealer's  own  funds.  In  the  early 
days  of  the  Georgia  broiler  industry,  feed  mills  started  dealers  in  business 
with  almost  no  capital  furnished  by  the  dealer.  The  use  of  trade  credit  has 
remained  the  most  important  source  of  dealer  financing  in  that  State.  Local 
banks  extend  credit  to  dealers  as  they  would  to  any  other  form  of  business, 
considering  each  loan  an  individual  risk.  Georgia  dealers  have  shown  a 
recent  trend  toward  financing  from  a  revolving  fund  built  up  by  making  a 
small  deposit  with  the  feed  mill  for  each  sack  of  feed  purchased  (10:10). 

Direct  Versus  Indirect  Financing 

Many  people,  both  in  and  out  of  the  broiler  industry,  advocate  direct 
financing  of  broiler  growers.  Instead  of  receiving  credit  from  feed  dealers, 
many  of  whom  are  financed  by  banks  and  feed  manufacturers,  they  suggest  that 
growers  borrow  directly  from  banks  or  production  credit  associations,  or 
pay  all  expenses  out  of  their  own  pockets  (21:l6). 

Advantages  of  direct  financing  are  said  to  be  (21:16): 

(a)  Lower  interest  rates  on  loans. 

(b)  Discounts  on  feed  and  chicks  for  paying  cash. 

(c)  Greater  freedom  for  the  grower  in  marketing  and  in  making 
other  management  decisions. 

(d)  More  profits  for  the  efficient  grower. 
Advantages  of  indirect  financing  (21:16): 

(a)  Growers  share  risks  with  dealers. 

(b)  Complete  growing  and  marketing  service  from  dealers. 
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(c)  Minimum  security  requirements  for  obtaining  financing. 

It  has  been  shown  that  growers  using  banks  and  production  credit  associ- 
ations use  less  credit  and  have  a  larger  average  net  worth  than  most  growers 
using  indirect  financing  (23:30).  Growers  financing  directly  did  not  depend 
mainly  on  broilers  for  their  income,  although  their  annual  broiler  production 
was  well  above  the  average  of  those  financed  by  dealers.  This  is  quite  logi- 
cal since  banks  and  production  credit  associations  require  a  better  credit 
basis  than  many  growers  possess.  Secondly,  as  previously  noted,  direct 
financing  implies  that  the  grower  assumes  all  of  the  risk.  Those  whose  in- 
come depends  almost  wholly  on  broilers  usually  prefer  not  to  take  such  a 
great  risk  and  are  willing  to  share  the  profits  for  a  certain  degree  of 
security.  Diversified  farm  operators  can  take  more  risk  on  their  broilers 
since  losses  frequently  can  be  covered  by  other  farm  income.  The  annual 
gross  incomes  of  growers  borrowing  directly  from  primary  lending  agencies 
in  one  area  ranged  from  $2,U00  to  $12,000  (21:3Ai). 

Banks  favor  lending  to  dealers  so  that  the  latter  can  make  loans  to  the 
growers.  This  preference  is  due,  first,  to  lower  costs  of  loans  of  larger 
amounts  than  could  be  realized  in  loans  to  individual  growers.  Second,  the 
bank  enjoys  the  advantage  of  having  both  the  dealer  and  the  grower  behind  the 
loans.  Third,  the  bank  knows  the  dealer  will  look  after  both  the  loan  and  the 
grower  (21:35). 

Multiple  Integration  in  Financing 

The  proportion  of  growers  using  the  share  and  flat  fee  plans  has  in- 
creased steadily,  while  the  open  account  has  steadily  decreased  in  popu- 
larity. As  growers  became  increasingly  willing  to  transfer  the  risk  of 
broiler  growing  to  the  financing  agency,  horizontal  and  vertical  integration 
began  to  increase  (8:953,  18:27),  Horizontal  integration  enables  the 
financier  to  spread  the  risks  of  mortality  and  market  uncertainties  over 
many  flocks  reaching  the  market  at  different  times.  Losses  on  one  or  a  few 
flocks  can  be  offset  by  profits  on  other  flocks  arriving  when  the  market 
is  more  favorable  (11^:15,  20:251,  23:28), 

Vertical  integration  in  broiler  financing  also  has  spread  the  risks  of 
the  industry.  Studies  show  a  direct  relationship  between  the  degree  of 
vertical  integration  and  the  type  of  financing  plans  used.  They  show  that 
as  vertical  integration  increased,  the  use  of  the  share,  flat  fee,  and  feed 
conversion  plans  also  expanded  (11:3,  18:27).  These  plans  shift  the  risk 
from  the  individual  grower  to  the  integrated  creditor  who  can  offset  losses 
on  unprofitable  flocks  at  least  partly  by  profits  on  other  flocks  (23:29). 
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An  Evaluation  of  Integration 

Many  persons  have  been  opposed  to  the  development  of  integration  in  the 
poultry  industry.  They  fear  that  the  grower  has  sacrificed  his  freedom  to 
make  decisisons  and  his  incentive  to  increase  efficiency  and  quality.  They 
believe  that  integration  has  given  the  feed  dealer  a  monopolistic  control  and 
that,  as  a  consequence,  there  will  be  a  rise  in  costs,  inflexibility  in 
production  and  marketing,  and  misallocation  of  resources  and  incomes  (15:81), 

On  the  other  hand,  it  is  argued  that  integration  enables  the  financing 
agencies  to  stabilize  production  and  prices  within  seasons,  absorbing  some 
current  losses  to  maintain  more  stable  markets  for  feed  and  broilers  (11:3* 
18:23). 

A  study  of  two  broiler-producing  areas  in  Indiana  revealed  little  differ- 
ence in  efficiency  of  production  between  the  integrated  and  nonintegrated 
areas.  This  was  due  in  part  to  the  extensive  management  assistance  by  feed 
dealers  in  the  integrated  area.  Prices  received  by  growers  differed  only 
slightly,  but  dealers  in  the  integrated  area  charged  $8,25  more  per  ton  of 
feed  (15:814). 

Despite  the  differential  in  feed  prices  in  the  Indiana  study,  long-run 
costs  in  vertical  integration  probably  will  be  lower  than  those  in  noninte- 
grated areas.  Integration  usually  results  in  larger  operations,  permitting 
economies  of  scale.  It  also  may  reduce  grower  risks  and  raise  management 
levels.  Total  capital  costs  may  be  reduced,  since  the  integrated  financier 
is  in  a  better  position  to  view  the  broiler  market  and  to  spread  his  risks, 
and  to  bargain  for  low-cost  sources  of  credit.  Ability  to  absorb  short-terra 
losses  gives  integrated  areas  an  advantage  over  independent  grower  areas 
during  low-price  periods. 

Stability  of  production  is  likely  to  be  greater  in  integrated  areas. 
Arrangements  between  dealers  and  processors  favor  a  constant  level  of  pro- 
duction (18:28).  The  desire  of  feed  manufacturers  to  maintain  stability  of 
production  may  cause  them  to  assist  their  dealers  during  times  of  distress 
(15:88,  18:29),  The  stabilizing  effect  of  integration  on  weekly  chick 
placements  was  qxiite  obvious  in  a  comparison  between  the  highly  integrated 
Georgia  broiler  industry  and  the  less  integrated  Delmarva  area.  The  integrated 
Georgia  area  had  much  less  variation  in  chick  placements  than  the  noninte- 
grated Delmaarva  area  (8:958), 

Conclusions 

The  literature  reviewed  in  this  report  indicates  three  distinct  but 
related  trends  in  broiler  financing  from  1950  to  1957: 

first,  the  number  of  growers  using  dealer  credit  has  increased  steadily. 
Even  those  capable  of  self -financing  have  been  turning  to  indirect  financing. 
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"Package  deals"  offered  by  feed  dealers  have  influenced  growers  away  from 
the  risk  burdens  of  direct  financing  in  favor  of  greater  security  through 
pooling  risks  and  sharing  profits. 

Second,  there  has  been  a  significant  shift  away  from  open  account, 
share,  and  flat  fee  plans,  to  feed  conversion  plans.  Many  dealers  and 
growers  prefer  this  type  of  plan  because  it  encourages  low  production  costs 
by  rewarding  the  grower  for  his  efficiency  as  measured  by  the  feed  conversion 
ratio . 

Third,  there  has  been  steady  increase  in  both  horizontal  and  vertical 
integration.  Both  types  of  integration  have  enabled  the  creditor  to  spread 
risks.  Integrating  horizontally  has  distributed  the  risk  over  many  flocks, 
reaching  maturity  at  different  times,  while  vertically  integrated  creditors 
often  have  offset  broiler  market  losses  with  profits  from  sales  of  chicks 
and  feed.  Opportunities  for  economies  of  scale  have  also  encouraged  the 
trend  toward  integration.  Some  widely  integrated  creditors  have  profited 
from  stable  market  conditions  by  regulating  the  supply  and  flow  of  broilers 
in  certain  areas. 

It  seems  likely  that  these  trends  will  persist  and  that  broiler  produc- 
tion in  general  will  continue  to  be  financed  mainly  by  feed  dealers,  broiler 
processors,  and  hatcheries. 
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